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1 Introduction 
Over the last decade, the growing body of literature within economic geography 
addressing development and growth of film industries has, with rare exceptions, only 
focused on the territorial agglomeration process and specificities at the regional and  
sub-regional level (i.e., cluster) (Storper and Christopherson, 1987; Christopherson, 2006; 
Scott, 1999, 1997, 2002a, 2004; Coe, 2000, 2001; Morawetz et al., 2007). Within the 
stream of economic geography, research studies have primarily consisted of the 
development and application of a transaction cost cluster model. Economic geography 
research has addressed a wide variety of themes in connection to film clusters ranging 
from uncertainty, buzz and project ecologies. The objective of much cluster research has 
been the development of generic cluster models (for exceptions, see Coe, 2000, 2001; 
Christopherson, 2006; Vang and Chaminade, 2007). An unintended consequence of these 
research objectives has seen sufficient theoretical attention paid to specific and 
competitive challenges faced by ‘shadow nations’. 
A ‘shadow nation’, in the context of the film industry, can be conceptualised as a 
nation whose relative competitiveness suffers from easy product substitutability by 
products initiated, produced and distributed by powerful actors (i.e., media 
conglomerates) and, in the case of film industries, firms located in Hollywood 
(Christopherson, 2006). In a more mundane language, shadow nations suffer from 
linguistic or cultural proximity to Hollywood. Even in shadow nations imbued with low 
transaction costs and an abundance of well-qualified staff, a high degree of social capital 
in a connected project ecology, external pipelines and institutional thickness frequently 
translates into poor commercial performance measures (e.g., low home market share, 
limited export).1 This suggests that the current dominating models are insufficient in 
generating sufficient policy measures for shadow destinations. 
This paper aims at reducing this research gap by providing the first normative 
theoretical model designed to explicitly address the shadow nations’ challenges and to 
apply the normative model to the context of the Australian film industry. To attain this 
goal, this paper brings insights from the innovation systems and branding literature 
together in an integrated approach that suggests how an embedded and shared brand can 
both guide the direction of the innovative efforts and ensure a clearer positioning in 
respect to the ‘overshadowing’ nation. The normative model does not substitute the 
dominant research traditions but rather complements it with insights of specific relevancy 
for shadow nations. Developing a normative model in the context of shadow film nations 
raises methodological challenges: the core of the model cannot be empirically tested (i.e., 
lack of successful shadow nations) and can be assessed only on the basis of the identified 
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causalities in the explanation building (Yin, 2003). This is, however, an unavoidable 
condition for innovation policy research that aims at identifying new ways ahead. The 
causalities are identified through reviewing the relevant literature and qualitatively 
assessing the individual pieces in the jigsaw puzzle, including their empirical 
documentation. As the dominant theories have not dealt with the core problem, the 
normative model is eclectically built on insights from other streams of research, notably 
innovation systems research and place branding. This paper’s aim is delimited to the 
national level and to illustrate how an alternative normative model leads to identification 
of alternative policy measures. The goal is not to spell out all relevant policy measures. 
Australia is typically a shadow film nation due to their English language and their 
predominantly US popular culture. Australia has an extended history of filmmaking and a 
highly qualified staff, infrastructure and world class studios. Nevertheless, measured in 
2008, numbers in the Australian film industry only has a 3% of the home market and has 
a limited export on AU$ 4,000,000, which is a reduction with 44% from the year before. 
This suggests that there is a need for significantly changing the policies. Alluding to the 
findings, it is suggested that the dominant neoliberal tax rebate policies need to be 
replaced by content focused and brand-guided policy measures. 
The remainder of the paper is structured in the following way: in the next section, we 
briefly review the dominant literature and build the complementary model. This section is 
followed by a methodological section presenting the methodological reflections on which 
this paper is based. The subsequent section presents the Australian film industry with the 
aim of understanding its poor performance. This section is rounded up with identifying 
the relevant policy measures. The paper is rounded off with concluding remarks. 
2 Economic geography and the film industry 
Studies of the film industry within economic geography has often focused on why it tends 
to cluster in large metropolitan areas; not attributing much theoretical attention to the 
specificities of shadow nations. Scott (2002b), for example, attempts to provide ‘ … a 
theoretical outline of how and why cities like these (Paris, New York, L.A, Tokyo, Paris 
and Milan) come to operate as major poles of the cultural economy’ (p.13). In Scott’s 
transaction, cost theory of clusters clustering can hold down the spatial costs of external 
transaction, thus clustering underpins dense linkages. Urban clustering is supposed to be 
crucial for the film industries as clustering is seen as especially present in industries 
relying on a high degree of tacit knowledge or a high degree of uncertainty due to market 
uncertainty. It is beyond dispute that the transaction cost theory developed by Scott has 
provided valuable insights into clustering processes but can explain – as is the goal – only 
the clustering process, not the specific challenges when clustering is insufficient. 
This knowledge-based approach to clusters constitutes an alternative to the 
transaction focused theories: it is addressing cultural industries en bloc, not just the film 
industry. In line with the traditional studies of clusters focus is on the link between 
clustering and knowledge externalities but draws more on Jacobs’s seminal studies (1962, 
1969, 1984) on the importance of urban diversity for creativity than on Marshall’s studies 
(specialisation). 
This has recently propelled a discussion on the importance of buzz for urban clusters. 
buzz refers to the unplanned and haphazard aspect of face-to-face contacts (Storper and 
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Venables, 2004, but see also Bathelt et al., 2004, Asheim et al., 2007). Buzz is supposed 
to be a super additive form of information circulation, generating increasing returns for 
people who are in the buzz, and for the agglomerations in which they work (Storper and 
Venables, 2004). Despite the richness of these studies they are less helpful in explaining 
when, for example, the buzz (mediated by face-to-face contact) is not sufficient. 
In parallel with the cluster approaches, more heterodox approaches have also started 
to emerge: this stream of literature brings forward selected insights of relevancy for 
shadow nations. Christopherson (2006, 2002), Christopherson and Rightor (2010) and 
Morawetz et al. (2007), despite propelling the first papers together with Storper on 
Hollywood a flexible production system, has increasingly embraced a more political 
economy approach and has convincingly demonstrated that in the context of the film 
industry there is a need for moving the focus from the narrow focus of externalities to 
studies of how the transnational media conglomerates, through a virtual reintegration and 
increased bargaining power viz-a-viz regional and national authorities, have been capable 
of influencing the policy agenda. This has initiated a shift in the direction of rethinking 
film policy on the basis of neoliberal measures, typically through the lens of financial 
support. As documented in a thorough study, Morawetz et al. (2007) illustrates how  
these neoliberal policies are typically represented by the establishment of tax credits or 
reliefs (Morawetz et al., 2007). The legitimation of tax incentives echoes the claims put 
forward in the neoliberal Hollywood economics (DeVany and Walls, 1999), where film 
production is equated with an industry characterised by a markedly high degree of market 
uncertainty. High market uncertainty results in a lack of risk willing capital and hence a 
need for measures that reduces the uncertainty; that is the state through tax incentives 
carries a large part of the uncertainty and hence makes it easier to attract private risk 
willing investors. In the context of Hollywood, Wasko (2004) has – however – clearly 
documented that when broadening the revenue streams used by Hollywood economists 
(i.e., home market box office) to include export markets, other platforms (e.g., cable TV, 
inflight movies, games), and ancillary products (e.g., t-shirts, cups, dolls), then the 
uncertainty is minimum. When combined with the media conglomerates use of slate 
financing (i.e., spreading the risk across a large number of different productions), it 
becomes clear that uncertainty – at least for Hollywood firms – is more of a lobbying 
device for influencing the policy making. 
The mushrooming across different nations and regions of tax incentives, as 
documented by Morawetz et al. (2007), is thus subsequently used by the media 
conglomerates, either to relocate part of the production to the places with the required  
tax incentives, or to put pressure on preferred locations for boosting their tax incentives. 
This has resulted in a race-to-the-bottom where the media conglomerates harvest larger 
and larger rebates and the national or regions carries an even larger share of the costs.  
A critical reading of the reports on the effect of the tax incentives is provided by 
Christopherson and Rightor (2010), who document, that it is only in rare cases that tax 
incentives lead to positive economic results; mainly in cases like New York. Vang and 
Chaminade (2007) document that tax-based runaway productions also fail to provide 
positive knowledge spillovers to firms in the host location. In terms of the relevant 
model, this suggests that focus should be on ‘content’ as opposed to tax incentives. 
Christopherson and Rightor (2010) come up with a list of factors that need to be in place 
for a successful film industry to be possible. These include location of the decision 
making organisations in the industry (i.e., not a pure satellite cluster), developed business 
services, support services, training and educational facilities, infrastructure (e.g., studios) 
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and tradeshows, film festivals, trade association and trade unions programs. As all these 
factors are in place in Australia, these are in other words needed but not sufficient factors 
for shadow nations; they require different and more elaborate policy measures. We shall 
now turn to them. 
2.1 Towards a normative framework for shadow destinations 
According to Asheim et al. (2007), an innovation system is a theoretical construct 
representing an ideal type, an ideal type that can provide guidance for policy makers (it 
does not exist in reality and is thus a normative model or framework). We focus primarily 
on the dimensions internal to the national innovation systems, as covering the external 
connections is beyond the scope of what can be covered in a single paper (see Coe, 2001; 
Vang and Chaminade, 2007 for attempts at including the external dimensions in the 
context of ‘runaway’ film productions). The goal is also not to provide all required 
policies but mainly to illustrate how policies derived from an integrated approach can 
help ‘rethink’ innovation policy measures connected to the film industry. Innovation 
systems research represents a heuristic device for analysing the sources of innovation 
systems development and shares many features with the economic geography literature, 
especially the regional innovation systems-literature (Asheim et al., 2007). A national 
innovation system can best be defined as the territorial unit (i.e., Australia) and the actors 
involved in creation, co-creation, dissemination and retention of innovation relevant 
knowledge within the boundaries of the territorial unit (Lundvall, 1992; Asheim et al., 
2007; Cooke, 2008), as well as the actors external connections. 
The concept of an innovation in the innovation systems research draws on the 
Schumpeterian tradition (Schumpeter, 1934, 1949) and thus focuses on dynamic 
efficiencies underlying the opportunities for achieving innovation-based rents (i.e., rents 
ascribed from a temporary monopoly), as it is also argued by the aforementioned 
economic geography-literature but frequently without analysing the specificities of the 
type of innovations a given place competes on. Baregheh et al. (2009) defines an 
innovation as ‘the multi-stage process whereby organisations transform ideas into 
improved products, service or processes, in order to advance, compete and differentiate 
themselves successfully in their marketplace’ (p.1328). An innovation can be an 
incremental, radical innovation (Dosi, 1982; McDermott and O’Connor, 2002). An 
innovation differs from an invention (e.g., a new scientific discovery) as the emphasis is 
on the application of knowledge to commercial ends (Freeman, 1982). Translated into a 
more mundane language, incremental innovations typically refers to products or services 
that are new to the firm or industry but seldom new to the world as such. Radical 
innovations refer to significant and game changing innovations that are new to the world. 
Innovations can be related to new products or services (output), processes (i.e., changes 
in techniques or technologies for producing products or services), organisation changes 
(e.g., outsourcing) and functional innovation (i.e., integration of related offers into one or 
similar offers) (Mahnke et al., 2006; Lundvall, 1992). This paper focuses exclusively on 
front-end product (i.e., feature films) in Australia (in the context of a shadow 
destination). It is not a straightforward task to apply the product innovation 
conceptualisation to the film industry, as 
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a all filmic products by definition are new (i.e., a new film), even if it is a remake of an 
older film, 
b the degree of innovativeness is difficult to assesses and can relate to used 
technologies, narrative types, filming techniques (e.g., Dogma film rules) etc. 
Yet, a shadow nation as Australia usually cannot compete on technologically-based 
innovations (e.g., new digitalisation techniques), and since the domestic firms uncertainty 
is higher than is the case for the Hollywood conglomerates (i.e., income from multiple 
revenue streams), it cannot compete on big budgets and needs to develop filmic 
innovations of incremental and/or radical types within their unique assets (from 
knowledge over cultures to landscapes). 
Innovation systems research – in contrast to the economic geography literature – aligns 
the conceptualisation of an innovation process with the decision making process 
connected to which assets that should be used (or more precisely co-created). In 
innovations systems research, the innovation process is conceived as a social interactive 
learning process (Lundvall, 1992) and policy learning is thus equated with policy 
experimentation and policy learning. This conceptualisation of the innovation process 
goes up against the initial way of conceptualising an innovation process. Originally – and 
still dominant in much policy making – the innovation process was portrayed a linear 
activity (Balconi et al., 2010; Asheim et al., 2007). This basically referred to a phase 
model where scientists at universities or similar research organisations were engaged in 
the discovery of new scientific principles (Balconi et al., 2010). When sufficiently 
sustained, they were transmitted to engineers and designers in public organisations or 
private firms concerned with transforming the abstract basic knowledge into applied 
knowledge that could be embedded in specific technologies. Innovation systems research 
documented the inadequacies of this model. Alternatively, it was argued that the 
innovation process should be conceived as an open, iterative process drawing on multiple 
sources of information and knowledge (Asheim et al., 2007; Castellacci, 2009). 
Typically, the sources are the customers, consultants, policy organisations and research 
organisations (Castellacci, 2009). Following Asheim et al. (2007), it is possible to reduce 
the complexity of the system by categorising the involved components into the following 
four: 
a exploitation pillar (firms) 
b the knowledge exploration pillar (research and training organisations) 
c the policy organisations 
d the users. 
Private firms are central in all innovation systems as an integrated part of the innovation 
system, as they tend to be market-oriented; this also applies to the film industry as the 
private firms are the central producing units. They are, echoing Epstein’s definition, the 
producers of the IP rights. 
Universities and public trainings organisations are also considered to be central 
components. This is well-documented for biotechnological industries, the pharmaceutical 
industry and ICT-industries (Nightingale et al., 2008). The innovation systems literature 
fails to assess the potential value of collaboration with knowledge institutions outside the 
technological domain, as in front-end innovation activities in the film industry2. Related 
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research on the experience economy has documented the importance of ‘universities’ as 
more than the supplier of skilled labour, but also as an integrated contributor to the 
creative process (Vang, 2010). The film industry is occasionally starting to recognise that 
universities and similar knowledge producing organisations are relevant as sources of 
new experience concepts.3 
Users (i.e., viewers) also constitute a central component in the innovation system and 
have proven useful as a source of innovation (Prahalad and Ramaswamy, 2004; von 
Hippel, 2005; Lundvall, 1992) in diverse industries as video games (Jeppesen and Molin, 
2003), electronic music instruments (Jeppesen and Frederiksen, 2006), the dairy sector 
(Lundvall, 1985) and mountain biking (von Hippel, 2005). In film, the viewers are 
mainly used late in the process for assessing the ‘proto-types’ (i.e., almost finished films) 
and coming with recommendations for them. This suggests that there is an unexplored 
potential for including the users as co-producers of filmic innovations and that it requires 
the film producers (and possibly also the policy organisations) to become increasingly 
active in engaging people, identify dedicated lead users and utilising web-based means 
for communicating with the potential viewers (von Hippel, 2005). The collaboration is a 
tedious process fraught with conflicts, traps and tensions (Dredge, 2006). 
In other words, this complex innovation process requires collaboration across firms 
and organisational boundaries and, even with individual viewers included, it is the 
outcome of the open and collaborative process that is decisive in identifying and  
co-creating the assets to be relied upon. New techniques, as introduced in crowd 
sourcing, should be included as a natural component in this process). 
Collaboration does not in itself result in an increased innovation rate. The existence of 
productive asymmetries in the capabilities of the actors – and especially the firms – are 
crucial for both the reciprocity needed for the actors to be involved in the collaboration 
and the ability to absorb, utilise and retain the knowledge shared in the interactive 
learning. This points in the direction of the need for investments – frequently carried by 
public bodies – in competence building among the local actors, and especially 
competency building that supports the smaller firms and individuals. The project-based 
nature of the film industry in the context of vertically disintegrated firms provides a 
specific challenge. The on-off nature means that firms cannot harvest the returns to 
investments in competence development at the level of the individual. Their investments 
instead function as a means for increasing the market value of a person exposed to 
investments. 
2.2 Including insights from the place branding literature 
A shadow nation as Australia still faces numerous problems in getting visibility on 
especially the international market (but possibly also on the domestic markets as 
Australia hardly harbours any of the home market). Entry barriers for film production has 
gone down resulting in a significant increase in new films being produced, hence, there is 
a general need for increased visibility, especially in the case of a shadow nation where its 
products might be associated with the products coming from the overshadowing 
destination. The aforementioned open and collaborative innovation process should have a 
goal of creating a brand for the shadow destinations film industry that allows for shining 
through the overshadowing destinations shadow, to formulate it in popular terms. A 
central ingredient in this is to develop a place brand (i.e., this is Australian film). The 
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concept of a place brand is still elusive (Cai and Hobson, 2004; Anholt, 2002; Kotler and 
Gertner, 2002) and frequently conflated with catchy slogans for a place (Kavaratzis and 
Ashworth, 2005). This ambiguity reflects that a place brand is a complex composite 
product aggregating multiple ‘micro’ actors’ contributions to a higher spatial level 
(Anholt, 2002; Morgan et al., 2003). Following Braun and Zenker (2010) a place brand is 
defined as a: 
 ‘... network of associations in the consumers’ mind based on the visual, verbal, 
and behavioural expression of a place, which is embodied through the aims, 
communication, values, and the general culture of the place’s stakeholders and 
the overall place design’. (p.5). 
A concept of central importance to this paper is the so-called umbrella brand (Therkelsen 
and Halkier, 2008), referring to a place brand that unites across sectors in a given 
territorial entity. In this paper, the concept of the umbrella brand is used in a narrow 
version, namely as the umbrella for actors in the national Australian film industry. 
Aligned with innovation systems thinking, an umbrella brand can function as a focusing 
device for the innovation process and policy. In this paper, focus is primarily on internal 
aspects of the brand (i.e., how it can guide the direction of the innovation process) and 
the branding development process (D’Angella and Go, 2009). The brand development 
process is a strategic activity (Schultz et al., 2005) and refers to the formal decision 
making process connected to the establishment of the brand content (D’Angella and Go, 
2009), and in this context, a place umbrella brand. The dominant approach - the 
marketing approach - is theoretically complex and unpacks several aspects of place 
branding, ranging from emotional branding to nations umbrella strategies (Therkelsen 
and Halkier, 2008; Kotler, 2004) and techniques for developing so-called unaided brand 
awareness. These insights are highly useful, especially connected to the advanced tools 
for segmenting the markets and updated to embrace ICT-technologies (e.g., social 
media). This stream of literature suffers from ‘black boxing’ the producers’ ability to 
deliver the branded ‘product’. According to Schultz (Schultz et al., 2005), this type of 
branding process is likely to result in a sugar-coating of the product. 
The situation is partly different in connection to the stakeholder approach to place 
branding (D’Angella and Go, 2009; Bornhorst et al., 2010; Zach and Racherla, 2011; 
Sheehan and Richie, 2005). According to Shultz et al. (2005), the branding process is a 
strategic activity that can be simplified into consisting of three central concepts (3Ps): 
purpose, people and process. The purpose relates to the aims of the organisation or place, 
that is the strategic vision; the people dimension is concerned with the social and cultural 
process behind the brand, the roots of the truly unique brand (the innovation systems 
research also stresses the local culture, but adds the different organisations competencies 
to this P). The process dimension deals with the processes of initiating and implementing 
change aimed at underpinning a ‘new’ brand’ or aligning people with the ‘old’ brand. 
The stakeholder approach has fostered a developed ‘tool kit’ for the need for integrating 
the internal and external stakeholders and the local cultural conditions into the branding 
process and thus bringing the 3Ps in play. It is argued that the integrated perspective (i.e., 
combining an inside out and an outside in view), can allow for escaping both the 
conformity trap and the narcissistic trap. The conformity trap refers to the notion that the 
destination strategy is believed to be based on distinctiveness while de facto reflecting 
being imitative or otherwise a function of isomorphic processes. The narcissistic trap 
refers to a situation where the destination brand is unique but fails to deliver a product in 
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demand (i.e., wrong value proposition) (Schultz et al., 2005). The integrated perspective 
avoids the traps and maintains being difficult to imitate fast as it draws on local 
resources, identities and cultures. These are not seen as given and static but dynamic and 
capable of being developed by the CEO’s and policy makers (Schultz et al., 2005). 
Important for the shadow nations is that the stakeholder approach - along the lines of 
the innovation systems research - argues that a precondition for a successful place brand 
is an inclusive or collaborative process incorporating the 3Ps – including co-creation of 
the umbrella brand by consumers. D’Angella and Go (2009) defines the collaboration as 
a ‘…formal institutionalised relationship among existing networks of institutions, 
interests and/or individual stakeholders (p.430). This results so the umbrella brand can 
function as a guiding device that helps the firms and the policy organisations to move in 
the same direction in respect to their innovation strategy (D’Angella and Go, 2009; 
Therkelsen and Halkier, 2008), and thus use their resources in the most efficient way in 
gaining visibility (i.e., a shared brand) in the international market. Only a shared brand 
reflecting unique embedded values avoiding the conformity and the narcissistic traps and 
continuously being innovated – without losing its embeddedness – can provide the 
foundation for a shadow nation to be visible in the long run. Alternatively, it can allocate 
resources to spectacular projects and get rewards but without developing an economically 
sustainable film industry. The reliance of brands for promoting small nations – however 
not explicit shadow nations – has proven successful in other cases, most recently in the 
promotion of the Danish so-called Dogma films. 
2.3 The role of the policy organisation 
The integrated model carries important implications for the policy process and the policy 
organisations. The first insight – and corresponding to the more heterodox insights in 
economic geography – is that the state should not focus on building a film industry 
around tax incentives. This does not imply that financial measures for reducing the 
uncertainty should not be used – on the contrary – it suggests that indirect policy 
measures do not matter if provided to domestic or international firms (e.g., media 
conglomerates) will not assure that the productions are aligned with brand that is needed 
for a shadow nation. Figure 1 graphically depicts the integrated-brand focused model. 
Accordingly, it is argued that the central policy actors in collaboration with other 
regional, national and international policy organisations are responsible for developing, 
coordinating and implementing policy measures that allows for reaching the performance 
goal through including the relevant stakeholders (Hjalager, 2010; D’Angella and Go, 
2009).4 Thus, to simplify, the national film industry’s policies should target the idea of 
building a brand-focused integrated regional innovation system as a means for targeting 
the competing destinations that overshadow the shadow destinations. The shadow 
destinations need even more than other destinations to be continuously innovative, as 
their front-end innovations can easily be substituted by products from the overshadowing 
destination. The state, however, needs to be granted a certain degree of autonomy from 
the narrow interests in the domestic film industry; this is best done through making sure 
that the whole decision making process on the integrated process of establishing a  
brand-focused innovation system is based on an inclusive collaborative process. Without 
a clear brand focus, an overshadowed nation is unlikely to draw the required attention for 
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becoming internationally successful. In other words, a stakeholder-based democratic 
process instead of a lobby process based on the interests of the media conglomerations. 
Figure 1 Integrated normative model (see online version for colours) 
 
Source: own development of: Cooke and Piccaluga (Eds.) (2004) 
3 Methodological reflections 
In the spirit of innovation systems research (i.e., ideal types), the goal with the case study 
is not to provide empirical documentation of deductively identified hypotheses or to 
indulge in an exploratory case study, but rather to illustrate the challenges that the 
shadow nations are facing if they rely on neoliberal film policies as opposed to the 
aforementioned policy measures. The justification for relying on a single case study 
should be found in, as argued by Yin (2003), that we are trying to understand causalities 
in addressing a contemporary phenomenon, where there are no possibilities for designing, 
for example, but more experiment-like cases. Australia has been chosen as a paradigmatic 
case (Flyvbjerg, 2006) for a shadow destination as it encapsulates all the attributes 
associated with a shadow nation (i.e., tax-based development model, English language, 
almost no part of the home market). However, as countries do display high degrees of 
institutional, cultural uniqueness and possession over different assets, one should be 
careful in generalising from our Australian case to all shadow nations. 
‘Critical’, as this one, papers face different methodological challenges than more 
mainstream papers, as there are significant problems of intentionality by the informants 
in the data one can get access to. As Christopherson and Rightor (2010) have 
documented, there is a highly limited degree of transparency in methods used for data 
construction, models for evaluating effects and the processes behind the decision-making. 
Litvak and Litvak (2009, cf. from Christopherson and Rightor, 2010) epitomises this lack 
of transparency when they document how Ernst and Young play a double role when 
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being employed as designer of models for assessing the effects of tax credits, and at the 
same time are employed by MPAA (i.e., the Motion Picture Association of America) who 
are systematically lobbying for increased tax credits. Our goal is to understand how 
certain processes and to the extent possible document with the least controversial 
numbers (e.g., market share, value of export) and triangulate with as many as possible 
sources to reduce bias. Yet, in line with the Marxist political economy, the main goal 
with the research is to initiate changes; in this case changes by suggesting policy 
measures that can benefit the shadow nations and that enhance the democratic aspects of 
the decision making in the shadow nations. This does, however, not legitimise poorly 
crafted case studies but highlights some of the specific challenges critical studies face, 
and we have, as alluded to above, used detailed analysis of multiple official documents 
connecting the content of policies and performances. The first type of documents is not 
biased as they contain legal requirements concerning tax reliefs. The performance data 
are also not explicitly biased but rather subject to reporting difficulties (i.e., media 
conglomerates can figure in competing statistics). In addition, data has been compiled 
from five informal and semi-structured interviews with duration from 30 minutes to 1.5 
hours with information from 16 industry representative ranging from producers, directors 
and distributors across the Australian film industry that reflect different types of firms 
and different positions in the innovation system. When possible, qualitative and 
quantitative data were corroborated. To increase the transparency of our case we aim at 
providing as detailed as portrait as possible below. The informants were purposefully 
selected as representing different types of firms and different positions in the rest of the 
innovation system. When possible, qualitative and quantitative data were corroborated. 
To increase the transparency of our case, we aim at providing as detailed as portrait as 
possible below. 
4 Australia’s film industry: challenges faced by a shadow nation 
The Australia film industry is a paradigmatic example of a shadow destination applying 
neoliberal policies. Australian feature film production is concentrated in the three 
metropolitan areas of Sydney, Melbourne and Brisbane/Gold Coast with occasional 
contributions stemming from the smaller central and western cities of Adelaide and Perth. 
These cities host 394 active production businesses in Australia (i.e., figure determined by 
the production of one film during the last ten years, 2000–2010) with approximately 
13,844 employees. The Australian feature film industry has enjoyed only varying degrees 
of critical and commercial success since its re-emergence under what has been labelled 
the Australian film renaissance in the early 1970s. By the 1980s the industry had 
embarked on a strategic catch-up phase through a shift from a direct public funding 
model to an indirect tax incentive scheme (i.e., neoliberal policy measure). Although 
issuing from a small industry, Australian feature films in principle easily penetrate the 
lucrative US and UK markets by default of an English language basis and regularly 
employing Hollywood stars and genres. Yet, lack of a recognisable product (i.e., a place 
brand) reflecting unique assets in the context of large marketing budgets (i.e., often 
around US$ 40 million for the large films) makes this a difficult task. Indeed, a corollary 
to its easy access to these English language markets is the Australian market’s 
vulnerability to abundant film and programming imports from the dominant US media 
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conglomerates. The lack of a systematic approach to developing the industry does not 
mean that Australia’s film industry do not produce single commercially successfully and 
critically acclaimed feature films. 
The success is most evident in critical acclaims. Between 2000 and 2011, Australian 
films have regularly been represented at each of the major international film festivals. In 
2006 in Cannes, the Australian feature Ten Canoes (Rolf de Heer, 2006) collected 
Special Jury Prize. In 2008, Samson and Delilah (Warwick Thornton, 2009) received the 
Camera d’ Or for its first time feature director. A combination of Australian features and 
shorts have been selected to compete at Cannes for every consecutive year at Cannes 
between 2000 and 2010 with the single exception of 2007. In other major festivals like 
Berlin International Film Festival, Black Balloon (Elissa Down, 2008) won the Silver 
Bear for Best Feature and, in 2010, Animal Kingdom (David Michod, 2010) received Jury 
Prize for best first feature at the Sundance Film Festival. 
The lack of commercial success is attested to be to the limited share of the home 
market that Australian producers command. Australian films in the period from 2003 to 
2008 remained low but steady at an average across the six year period of 3.3%. In 
contrast to this the US producers – 2005 numbers – sit on 93.4% of the US home market, 
Indian producers on 94.1%, Chinese on 60%, and Hong Kong on 31.4% (Screen Digest, 
2008). Hollywood’s global dominance in the first decade of the new millennium certainly 
materialised in the Australian market in accordance with forecasts, where relative to the 
1980s and 1990s Australian films’ share of the domestic box office averaged 11.5% and 
5.7% respectively Screen Australia databased on Screen Digest and MPAA (Motion 
Pictures Association of Australia). Recent poor export performance also suggests that the 
Australian film industry has lost currency in overseas markets. Export revenue from 
Australian feature films peaked at a high of $ 39M AUD in 2002/03 reducing to just  
$ 4M AUD in 2008/09. 
4.1 Institutional thickness, social capital, buzz and global pipelines 
As this paper is focused on the implications of tax incentives, the film policy, and only 
secondarily concerned with the traditional characteristics of film clusters, we shall only 
touch briefly upon them; the overall point of departure is that the aforementioned 
different Australian film clusters are characterised by a high degree of competency, 
institutional thickness, social capital and buzz. Here we shall primarily illustrate this with 
reference to Sydney for reasons of space. 
Sydney’s film cluster can live up to most prescriptions derivable from the  
cluster-literature. The Australian Film Television and Radio School (AFTRS) is and has 
been a key component in the Australian film industry since the beginning of the 1970s. 
Founded in 1973, the national film school was responsible for training and launching a 
new generation of Australian directors like Philip Noyce, Gillian Armstrong, Alex Proyas 
and Jane Campion amongst others, who were responsible for films that were regularly 
applauded across international film festivals and made inroads into international cinema 
markets. Based in Sydney, the national film school plays a role in maintaining the city’s 
reputation as a dominant and central hub for film and television production in Australia. 
The head office of the national screen agency, Screen Australia, is based in Sydney along 
with Fox Studios, the two public broadcasters, SBS and ABC as well as the three 
commercial networks, Channel Seven, Channel Nine and Channel Ten. 
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In conjunction with Sydney’s dominance as a production and financing capital for 
film production, since the early 2000s many of the vital institutions have relocated within 
or close proximity to the central business district (CBD). The cable television joint 
venture between the largest Australian Telco and 20th Century Fox – Foxtel, as well as 
the national film school, AFTRS, Channel Seven and Channel Ten all shifted from outer 
lying suburban areas to inner and central CBD locations. The relocations are in 
accordance with the creative cluster logics outlined by Richard Florida and others that 
emphasise benefits in the creative industries stemming from proximity, urban buzz, and 
inner city ‘hip’ locations. As well as benefitting from local geographical cluster dynamics 
in Sydney, the Australian film industry is actively involved in global networks and film 
festivals that assure access to global buzz. 
4.2 Australian film policies: past, present and our proposed policies 
The Australian feature film production sector has been engaged in a 40-year negotiation 
between cultural and commercial imperatives which has variously impacted its ability to 
foster an industry that is able to catch up and compete internationally. Despite Australia 
contesting the title for production of the world’s first feature film at the turn of the 20th 
century, feature filmmaking has historically been a sporadic and haphazard affair until 
1968 when the introduction of sizable and direct government funding and support was 
established. In the intervening 40 years, publicly funded investment into feature 
filmmaking has been channelled and supported through numerous funding agencies and 
programs, institutional arrangements and tax incentives. Unable, on the whole, to be 
pursued through private firms with vertical integration of distribution and exhibition 
capabilities, Australian production has been bifurcated. Decoupled from the downstream 
profit centres of distribution and exhibition, Australian features have traditionally 
languished in off-peak exhibition periods and have been poorly supported through 
advertising, marketing and distribution expenditures and strategies. None of these 
structural hindrances, however, have prevented Australian producers from continuing to 
pursue feature film production. Occasionally, in concert with specific Government 
funding programs and initiatives, Australian feature films have managed to 
‘breakthrough’ into ‘blue sky’ domestic and international profits, qualifying for the status 
of blockbuster. Foremost amongst these blockbusters have been the titles: Mad Max: 
Road Warrior Trilogy (1979–1983), The Man From Snowy River (1982), Phar Lap 
(1983), Strictly Ballroom (1992), Muriel’s Wedding (1994), Priscilla, Queen of the 
Desert (1994), and the highest grossing domestic Australian box office feature film and 
highest grossing foreign release film in the USA, Crocodile Dundee I and II with a 
combined box office in excess of AUD$ 280M. 
Australian feature filmmaking has been the mandate of many public agencies and 
programs over the past 30 years. The two most significant public policy contexts for 
feature filmmaking concerns direct and indirect assistance. Since the film industry’s 
revival in the 1970s, primary funding support has issued out of a dedicated federal 
funding agency while film culture activities such as festivals, archival and research 
activities have remained the purview of separate agencies. 
In the 1980s the direct funding model was replaced by an indirect tax subsidy scheme 
referred to as Division 10BA, which signalled the clause in the taxation legislation that 
provided generous government rebates on private investment committed to speculative 
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ventures ranging from oil and mining search operations to new agricultural endeavours. 
Designed to shift decision making and the cost burden from public agencies and public 
revenues onto private investors and private firms, in 1981 Division 10BA marked a 
radical overhaul of the means by which Australian productions were both sourced and 
financed. Prior to Division 10BA the Australian Film Commission controlled financing 
of project development and direct feature film investment and sought to deliver on 
cultural mandates like Australian cultural expression and representation over commercial 
imperatives and box office performance. With the advent of Divison 10BA project 
investment was determined by private investors and the participation of industry players 
and agencies such as film distributors and exhibitors. 
4.3 Towards private capital investment schemes 
Spanning the years 1981–1988 the Division 10BA scheme was responsible for some 
startling successes for the Australian film industry and generated a level of production 
activity that was vital in assisting the Australian feature film industry to achieve a level of 
critical mass in terms of regular production and feature film outputs (Dermody and Jacka, 
1987; Maher, 1998). The high levels of Federal government subsidy offered under 
Division 10BA contributed to its popular uptake amongst private investors but led to a 
series of inevitable excesses that eventually saw the rebate levels reduced and ultimately 
disbanded. By the end of the scheme towards 1988 the rebate was so low as not to be able 
to compete against other forms of speculative investment. 
Yet despite some commercial success the importance is that the total cost to federal 
government revenues over the eight year span of the scheme was also considered by 
Treasury to be in excess of what any comparable direct investment policy would have 
amounted to with estimates ranging from $AUD 750M to $AUD 1Bn over the seven year 
course of the policy. 
4.4 Learning the lessons of division 10BA – a mixed model of public and 
private 
In 1988 the decision was made to revert to a direct funding policy once again. An 
important factor in the decision to reinstate a direct funding agency, subsequently called 
the Film Finance Corporation (FFC), was the ability to wholly forecast and calculate 
public expenditures in a forward estimates manner. In contrast, the previous Division 
10BA rebate scheme operated on a post-national budgetary process where the two central 
public agencies responsible for the private investment rebates were responding to an 
uncapped demand driven uptake of feature film investment. 
The FFC was the primary public agency responsible for investment in Australian 
feature filmmaking between 1988 and 2008. Unlike its former direct funding predecessor, 
the AFC, the FFC was premised on a degree of commercial dictates and private firm 
participation. 
The central problem identified with the AFC across the 1970s was a culture of 
decision making accused of being ‘out of step’ with the commercial imperatives of 
feature film distribution and exhibition. In complete contrast to Hollywood film 
production and investment practices, direct public investment in Australian feature films 
under the AFC was decoupled from marketplace performance and audience demand. A 
production only emphasis by the AFC saw many Australian feature films conceived, 
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funded and released with little or no consideration of cinema audiences, market trends or 
recoupment strategies. When in 1981, the primacy of the AFC was replaced with the 
indirect taxation of mechanism Division 10BA, the immediate result was more popular 
and genre-based Australian feature films that were deemed to have broad box office 
appeal. A tax exemption of 50% on all income returns generated by an investment in an 
Australian feature film produced under Division 10BA was a part of the subsidy offered 
to private investors under the scheme. This secondary income earning exemption under 
Division 10BA was considered secondary and paled in comparison to the primary public 
subsidy activated by private investment in Australian feature films. All private capital 
investment in Australian feature films by individual investors occupying the highest 
income taxation bracket (60–65% in a sliding marginal tax scale) were granted a publicly 
funded guarantee of a 150% return on any capital expenditure invested in a Division 
10BA qualifying Australian feature film. 
The rebate was so generous that under the initial formula of 150/50 (e.g., 150% rebate 
on capital investment and 50% of all income returned by the film tax exempt) that the 
capital expenditure side of the equation was sufficient to ignore any benefits that may 
have arisen out of the income generating returns of the film. An investor in the top 
income taxation bracket could invest upwards of $AUD 1,000 and be guaranteed to be 
returned 150% of the outlay. In other words, an $AUD 1,000 investment was guaranteed 
to return $AUD 1,500 in taxation savings on the investor’s income regardless of the 
film’s performance at the box office. The result was that a large number of Division 
10BA Australian films were never given a serious theatrical release beyond the bare 
minimum to satisfy the completion and tax benefit qualifying conditions of the policy. 
The excesses and poor outcomes resulted in Division 10BA falling into disrepute, a 
gradual decline of rebate levels and ultimate disbanding. In short, Division 10BA 
suffered from public taxation subsidies that ultimately proved too costly for Treasury and 
resulted in too many films whose primary function was serving as investor tax shelter 
rather than considered commercial films able to generate box office returns. 
The rise of the FFC in 1988 was thus an attempt to reconcile the positive market 
dynamics and private equity raisings unleashed by Division 10BA and the more 
controlled and accountable aspects associated with direct funding approaches under the 
AFC. 
The FFC saw direct public investment in Australian feature films tied to private 
sector investment and participation at a minimum ratio of approximately 35% private 
investment and 65% public investment. Public FFC investment was also conditional on 
private distribution and exhibition companies participating in the funding and theatrical 
release strategy of the film. In other words, a key lesson from Divison 10BA had learned 
and the production only logic of public investment was now exposed to marketplace 
rationale, private firm strategy and distributor/exhibitor participation. 
4.6 Extending the tax incentive policies 
Over the past three financial years 2007/08–2009/10 as previous funding assistance 
measures have wound down, eligibility for the Producer Tax Offset Rebate  
has grown from 90% of feature production over the three year financial cycle for 
2007/2008–2009/2010, accounting for 98% for the two-year cycle 2008/09–2009/2010, 
and in the most recent financial year, 2009/10, it has accounted for 99% of feature film 
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production. As the most recent form of government incentive for feature film investment 
and production, the Producer Tax Offset has succeeded at a number of levels: attracting 
greater investment into feature film production, returning more funds to private investors 
and increasing the amount of Australian feature film output. Measured in numbers of 
released feature film titles, there has been a growth from 290 films to 443 (2007–2010) 
Australian feature film production and the commercial cultural bind. With the high tax 
rebates, Australia’s film industry has engaged in the global race for attracting 
international productions and retaining domestic ones; a race that one in few selected 
cases as New York has paid off and in most other places have resulted in limited positive 
economic results; as is also the case in Australia where the share of the home market is 
slightly more than 3% and the value of export is declining at a rapid speed. 
4.7 New directions – screen Australia 
This has spurred a need for policy experimentation: after nearly two decades as the FFC, 
in 2008 Screen Australia was formed and incorporated the former development agency, 
AFC, the investment agency, FFC and the screen culture organisation, Film Australia. 
The new agency is tasked to ‘support development, production, promotion and 
distribution of Australian screen content’ (http://www.screenaustralia.gov.au/about_us/ 
Who-We-Are_pg.aspx – accessed July 2011). The formation of Screen Australia 
represents a decisive step towards harnessing the strength of previous direct and indirect 
methods of industry assistance. The role of Screen Australia is to liaise and collaborate 
with the remaining publicly funded bodies engaged in the production of Australian 
features and content. Its official mission says that: 
“Screen Australia will work collaboratively with state screen agencies, screen 
development agencies, industry groups and guilds and other government-funded 
organisations such as AFTRS and Ausfilm to avoid duplication, while ensuring the 
provision of comprehensive and complementary programs to the industry” (Screen 
Australia, Charter of Operations, 2011). This suggests a stakeholder-based strategy 
which, as we have suggested above, is crucial to improving outcomes for Australian 
feature films. The stakeholder-based strategy of Screen Australia needs to remain robust 
and strive to be inclusive of perspectives beyond local industry confines ensuring that the 
organisation does not become victim of the dominant and narrow commercial interests 
focused on short term results. But the early strategy in regards to feature film financing 
and support by Screen Australia at least, allows for mild optimism as it appears to be 
predicated on spreading the attendant risks of feature filmmaking across mid-sized 
budgeted films with a mix of emerging and established talents. However, despite the aim 
of reducing redundant projects, Screen Australia still has not embraced the need for 
establishing a shared direction in terms of a guiding brand; a guiding brand that can and 
should facilitate the content direction of the supported film projects, reforms ranging 
from film school curriculums and goals, and the strategies of the private producers. 
Instead the 2009/10 slate financing demonstrates diversity in genre and production scope 
from romantic comedies to horror to a modern western, and from both first-time and 
experienced teams but no shared brand (Screen Australian Annual Report 2010/11). In 
addition, to increase the volume of films supporting a new brand – assuming such a brand 
will be developed – the neoliberal ‘hands off’ money allocated to tax incentives should be 
reallocated to films aligned with brand (‘hand on’ policy). In sum, this would allow 
Australia to combine focus on content and commercial outreach and develop and 
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maintain positive systemic effects with a clear global market position (i.e., shining 
through the shadow of the overshadowing destinations). 
5 Conclusions 
This paper has set out to develop a normative model that can be used for developing film 
industries in shadow nations. The crucial challenge faced by a shadow nation (i.e., 
Australia) in the film industry is that its products can easily be substituted by products 
developed by producers in the ‘overshadowing’ nation (i.e., Hollywood’s media 
conglomerates) for reasons of cultural and linguistic similarities. In addition, the 
production and marketing budgets for Hollywood film productions make it highly 
difficult to compete. This difficulty is amplified by the fact that distribution is controlled 
by Hollywood media conglomerates that distribute their own films and products which 
have a much smaller market uncertainty as control over alternative platforms can be 
leveraged and combined with income from ancillary products. In sum, this suggests that 
film industries in shadow nations face seemingly insurmountable problems. This is 
clearly the case for the Australian film industry, the case used for this paper, where the 
indigenous producers only have around 3% of the home market and minimal – and 
declining – export. There is hence a need for radical policy measures. The literature 
developed within economic geography have provided highly relevant insights connecting 
to clustering, including underscoring the importance of competency building, institutional 
thickness, buzz and social capital (not to mention global buzz pipelines) etc. Yet, these 
measures are in place as is illustrated with reference to the film cluster in Sydney and it 
has still not yielded the expected results. One central problem for this is a consequence of 
the film policy entertained in Australia where focus has either been detached from the 
market aspects (i.e., early direct support or excess tax rebates taking focus away from 
film content) and/or focused exclusively on hand offs neoliberal policies based on tax 
incentives (albeit not unintelligent tax incentives as they have been combined with a 
market focus in the later phase). Most recently, the Australian film industry has 
redeveloped its policies in direction of a more hands-on policy approach aimed at 
reducing redundancy in the projects financed (i.e., new screen) and embraced a 
stakeholder approach to the policy formulation. This represents a step in the right 
direction but is unlikely to result in the expected results as the change stops short of 
developing a brand-focused innovation system. In addition to the steps already taken with 
Screen Australia and the expansion of the types of stakeholders, a more direct hands-on 
policy approach to all parts of the innovation system and the initiation of a process 
leading to the development of a shared brand that should facilitate the alignments 
between, and changes within, the different institutions in the film industry. Such a 
process, we argue, is pivotal for the Australian film industry to develop both content and 
a commercially focused film industry that can shine through the shadows cast by the 
overshadowing nations. 
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Notes 
1 The economic geography literature fails to conceptualize the differences in factor endowment, 
assets, etc., that constitute success in respectively and artistic film production. It is beyond the 
scope of this paper to address the theoretical implications of this neglect. 
2 There are segments of the film industry that competes on developing the technological frontier 
as is currently the case in for example 3D films. This is not Australia goal. 
3 The film industry has long recognized that knowledge inputs from universities etc. can be 
relevant for the creative process. 
4 Due to lack of space we do not repeat Christopherson and Rightor’s (2010) factors here. 
